— Economic Trends 
and Their 
mplications for the 
United States 


MT OF ¢, 


Oy, 


ve 


oN 
~ lage, 
v= 


2 
- 


& 
» 
« 


in s of 


Prepared by the U.S. Foreign Service, U.S. Department of State, and released by the U.S. Department of Commerce, 
Domestic and International Business Administration, Bureau of International Commerce 


FET— 75-135 


NOVEMBER 1975 


Frequency: Semiannual American Embassy 
Supersedes: 75-052 MEXICO CITY 


MEXICO 
TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 


SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151 





All- Values in Miilion in USS Exchange Rate as of 8/10/75 
Unless Otherwise Stated. US$ 1 Equals Mex. $12.50( Pesos.) 


KEY ECONOMIC INDICATORS: MEXICO 


ITEM 1973 1974 1974/73 1975 
— % Change 


INCOME, PRODUCTION 


GDP at current prices 49,568 65,032 ‘ NA 
GDP at constant (1960) prices 28,328 30,008 . NA 
Per Capita GDP, at current 
prices 913 1,256 NA 
Industrial Production Index ly 
(1970=100) 123; 132.3 j 135. 
MONEY, PRICES 
Money Supply (end-yr.) 7,798 ° 7,628—" 
Interest Rates (commercial 
bank prime) 11-12% 11-12% 
National Consumer Price 3/ 
Index (1968=100) é 166.8 ; 495.3 — 
Mexico City Wholesale Price 
Index (1954=100) é 263.2 i 296.4 


BALANCE OF PAYMENTS 


; (p) {p) 4) 
Current Account Receipts 4,828. 6, 3826 31.4 3,080.3 
Exports 2,070. 2,850. 37.6 1,424.4 
U.S. Share (%) Gls 56. -- NWA. 
Current Account Expenditures 6,003. 8,900. 48.2 4,727.9 
Imports 3,813. 6,056. 58.8 3,088.2 
U.S. Share ($%) 59. 62. -- N.A. 
Balance on Current Account -1,175. -2,558. 117.6 ~-1,647.6 
Capital, Errors & Omissions 1,297. 2,595.0 99.9 1,647,8 
Change in Reserves 5/ i122. 36.9 -= 
Bank of Mexico Reserves=— 1,407.0 1,443.9 2.0 


Wi POP Or US 


Main imports from U.S. in 1974: Chemicals (inorganic and organic), 
machinery and equipment (electric and non-electric), metal working 
machinery and machine tools,paper and printing machinery, construction 
and mining machinery; automotive accessories and parts; iron and steel 
products. In addition, U.S. agricultural commodities continue to main- 
tain an important share of the Mexican market - particularly wheat, corn, 
and oil seeds. 

1/ June; 2/ End-July;seasonally adjusted figures up 11.4% from end-Dec. 
to end July; 3/ August; 4/ First half; 5/ Includes gold, SDRs, IMF gold 
tranche, foreign exchange and silver. _ 


(p) Preliminary, NA: Not Available. 


SOURCES: Bank of Mexico and Embassy calculations. 


October 10, 1975. 





SUMMARY 


The Mexican economy is experiencing a difficult year, 
the short-term outlook is uncertain, but there is optimism 
regarding the longer term. Economic growth in 1975 will be 
lower than anticipated in the beginning of the year. Mexico's 
Gross Domestic Product (GDP) is now projected to increase 4%, 
or slightly less, from 1974 to 1975. While agricultural out- 
put should pick up, the manufacturing sector will do poorly 
relative to its past performance. Petroleum will be the 
economy's star sector. The deficit on the balance of pay- 
ments current account is expected to increase from $2.6 
billion in 1974 to as much as $3.5 billion in 1975. The 
rate of inflation will be down somewhat, but not as much as 
expected earlier. December to December price increases are 
expected to be in the vicinity of 16%. The world recession 
is responsible for a significant part of Mexico's current 
problems, but domestic factors also have a role. Private 
investment which has been stagnant for several years in real 
terms does not appear to have increased this year. Harvests 
should be better this year, but Mexico still requires con- 
siderable imports of foodstuffs. The Mexican Government has 
increased public sector spending to compensate for the stag- 
nation of private investment and maintain a real growth rate 
that will at least equal the 3.5% population growth rate. 
While government revenues have increased dramatically it 
appears that expenditures are rising as fast. A large deficit 
remains, part of which is being financed by inflationary means. 


The economic outlook for 1975 is clouded by the uncer- 
tainty surrounding the world economic outlook and, to a lesser 
degree, by domestic politics. 1976 is a Presidential election 
year. One party has dominated Mexican politics for 50 years. 
They have picked their candidate for the presidential election 
which is in July 1976 and it is virtually certain that he will 
take office in December of next year. While no dramatic shifts 
in policy are expected, a new President generally likes to put 
his own stamp on the country. Mexico's balance of payments 
situation in 1976 depends in part on the size, shape and speed 
of the U.S. economic recovery and the availability of foreign 
capital to finance a current account deficit which may be of 
the same magnitude as this year's. 


Several major investment projects will come into produc- 
tion in 1976; oil exports are likely to continue to grow, 
and increased investment in agriculture should begin paying 
off. By 1977 Mexico will hopefully be able to resume a level 
of economic growth in line with its historical average of 
6 to 7%. 





CURRENT SITUATION AND ECONOMIC TRENDS 


U.S. Recession Dampens Mexican Economy 


1975 was expected to be a year of retrenchment 
for the Mexican economy in order to reduce gradually the 
inflationary pressures that had built up over the past 
few years. The world recession and particularly that in 
the U.S. has further reduced economic activity. In the 
first half of 1975 both earnings from tourism and exports 
to the U.S. were below year-earlier figures. While the 
U.S. recovery should result in higher exports and tourism 
earnings in the second half of 1975, we do not expect the 
year to year increase in Gross Domestic Product to exceed 
4% in real terms. Substantial increases in public sector 
spending will be necessary to achieve this rate. The 
Government does not want the economic growth rate to slip 
below that of the population which is estimated to be 3.5% 
annually, one of the highest in the world. Mexico's growth 
rate in 1974 was 5.9%, which is slightly below the average 
over the past twenty years. 


Output in the manufacturing sector of the economy, which 
has generally led Mexico's growth, will grow less than the 
average. The production index for manufactures was up less 
than two percent from the first half of 1974 to the first half 
of 1975. A somewhat faster growth is expected in the second 
half. The picture is mixed in the automobile sector. While 
the output of passenger cars is down, the output of trucks is 
up. Output in the iron and steel industries is up only slightly. 
Overall industrial output should increase by somewhat more, 
but this will reflect higher than average growth rates in 
sectors which are partially or completely controlled by the 
public sector, such as petroleum, petrochemicals and elec- 
tricity. Output in the mining sector should not increase 
more than several percentage points. Agricultural output, 
after being more or less stagnant for ten years, is expected 
to grow thanks to better climatic conditions and greater 
allocations of government funds. Output in the transportation 
and communications, commerce and services sectors is likely 
to increase at or slightly above the growth rate for the 
economy as a whole. The rate of inflation is slowing down, 
but is still likely to run about 16% in the current year, 
compared to a 21% increase in the wholesale price index in the 
same period. The continued high rate of inflation reflects 
in part the lack of savings to finance the public sector 
deficit. The government has had to resort to inflationary 
financing from the central bank. Cost-push factors such as 
higher wages are also a factor as are continued price increases 





in imported goods. 
Balance of Payments Also Suffers 


Mexico's balance of payments situation has deteriorated 
in spite of its shift from being a net oil importer in 1974 
to a net exporter this year. The balance on current account 
(trade in goods and services such as tourism) is likely to 
be in deficit by $3.5 billion, compared to a $2.6 billion 
deficit in 1974. The widening deficit is due in part to the 
U.S. recession which has resulted in lower demand for Mexican 
goods and services. This is, everybody hopes, a transitory 
problem that will begin to disappear in the second half of 
1975. Also affecting the balance of payments are the growth-~ 
oriented policies of the government which require an increas- 
ing level of imports particularly of capital and intermediate 
goods. Finally, Mexico has had to import substantial volumes 
of foodstuffs due to the stagnation of agricultural output, a 
problem the government is working on. The deficit on current 
account requires financing which comes in part from-direct 
(equity) investments, but mostly from borrowing on fixed terms. 
Mexico's experience as a foreign borrower, plus its excellent 
repayment record has, through September 1, 1975, permitted it 
to finance its deficit without drawing down its official 
reserves. The Government of Mexico said the public sector 
external debt with maturities of one year or more was $7,981 
million at the end of 1974. This figure will be at least 
$2.5 billion higher at the end of 1975. 


Outlook for 1976 Uncertain 


The Mexican government has not made any official economic 
forecasts for 1976. Attempts to make forecasts must take into 
account the uncertainties surrounding the outlook for the U.S. 
economy and the fact that 1976 is a presidential election year 
in Mexico. One clue to Mexican economic policies in 1976 is 
the President's annual report to the nation (Inf6érme). In this 
address, made on September 1, the President said Mexico had 
rejected policies that could lead to stagnation, but he also 
emphasized the dangers of inflation. Thus, we expect that 
the government will pursue policies that would result ina 
growth rate of about 4% and permit a further reduction in the 
inflation rate. More will be known when the government sends 
its 1976 budget to the Chamber of Deputies. This usually 
takes place in November. A rapid and sizeable recovery of 
the U.S. economy would permit a higher growth rate in Mexico 
under relatively stable conditions. It is also possible that 





public spending may increase substantially in 1976. [In the 
past, Presidents have often attempted to finish a number of 
projects prior to the completion of their term of office. 
This could add to inflationary pressures and stimulate a 
somewhat higher growth rate. Should the U.S. economy suffer 
a relapse, and external credit not be forthcoming in adequate 
amounts, Mexico might be forced to retrench. 


New Administration Takes Over in December 1976. 


Mexico elects its new President on July 4, 1976, to take 
office in December. Mexican politics are dominated by one 
party, the PRI or the Institutional Revolutionary Party. The 
Party's candidate is José Lopez-Portillo who served as Finance 
Minister for the two years prior to his selection. He knows 
Mexico's economic problems and possibilities and understands 
the difficulties in finding solutions. He has called himself 
a moderate and is unlikely to alter drastically the economic 
policies Mexico has pursued over the past few years. There 
may be some changes as he puts his own mark on the country, 
and, of course, as differing conditions may require. As 
regards the economic outlook for 1976, the most important 
aspect of the presidential campaign is the reaction of the 
private sector to the candidate. Should this be favorable, 
private investment could recover and stimulate economic 


activity. On the other hand, the private sector may postpone 
investment decisions until the new president takes office and 
his policies can be assessed without the interference of 
campaign rhetoric. 


Mexico has numerous economic problems in spite of and 
in part because of its remarkable growth since World War II. 
Its population growth rate is one of the highest in the world 
and creates more burdens than benefits. Agriculture was more 
or less neglected by the government for ten years as resources 
were directed to the industrial sector. Great disparities in 
wealth continue to exist despite government efforts to improve 
income distribution patterns. Private investment has stagnated 
apparently because this sector worries over its future role in 
an economy in which the public sector has a large and growing 
role not only through credit and fiscal policies, but also 
through its own investments. The government is cognizant of 
these problems and is attempting to cope with them. Family 
planning programs are being expanded. Agriculture is receiving 
a higher share of public investment (19% of public investment 
in 1975 compared to 12% in 1970.) To improve income distribu- 
tion patterns, the government has increased its revenue to the 
equivalent of 11% of GDP in 1975, compared to 9% in 1974. The 
President has called upon the private sector to increase their 
investments and the Finance Minister has said that fiscal policy 
shall not be used to discourage the private sector's activities. 





Economic growth is, perhaps, the major economic and political 
objective of the government as this is seen to be the means 
to create new jobs for Mexico's unemployed and new entrants 
into the labor force, and thereby improve income distribution 
patterns over time. The PRI has issued a Basic Plan for the 
years 1976-1982. The plan calls for a real growth rate of 8% 
a year, with 10% annual increases in industrial output, 4.8% 
annual increases in agricultural output, and a savings rate 
equal to 25% of the Gross Domestic Product. These goals are 
high by historical standards and may be impossible to achieve 
in present world economic conditions. Still, they indicate 
the magnitude of the next government's task. While Mexico 
may not be able to achieve the targets set forth in the Six- 
Year Basic Plan, it is hoped that within several years, the 
country can resume growing at its historical average. Two 
obstacles to this are domestic inflation and the deficit of 
the balance of payments' current account. The government is 
expected to cope with the former through fiscal policy, i.e., 
better controls on government spending and more effective tax 
administration. The latter problem is expected to become more 
easily managed in several years time when major investment 
programs in steel, petroleum, petrochemicals, mining and paper 
begin to pay off. 


Implications for the U.S. 


Mexico's growth-oriented policies generate demand for 
imports, particularly of capital goods, raw materials not 
available locally and many intermediate goods. While the 
composition of Mexico's imports will change as the economy 
develops, the volume is likely to grow. In the short-term, 
major opportunities for U.S. exporters will be found in those 
sectors where large public sector investment programs are 
underway. These sectors include agriculture, petroleum, 
petrochemicals, fertilizers, iron and steel, electrical energy 
and transportation. Specific government-owned companies which 
are undertaking major investment projects are PEMEX (oil 
exploration, refining and petrochemicals), Federal Electricity 
Company, Altos Hornos and SICARTSA (steel). Mexico imports 
relatively few consumer goods with the exception of basic 
foodstuffs. The government is working hard to increase food 
production, but rapid population growth and improving diets 
imply that Mexico will remain a large market for U.S. agricul- 
tural exports for some time. 


Potential U.S. exporters should be aware that the increas- 
ing deficit on the current account, particularly in merchandise 
trade has been a major concern to Mexican officials. In July, 





the government announced a series of measures aimed at 
reducing this deficit. Apart from the extension of the 

prior import license requirement to virtually all imports 
from the U.S., and the imposition of more stringent quotas 

on non-essential imports, most of the measures are of a 
longer term nature. They are divided between export promotion 
and import substitution measures. The former include broader 
use of tax credit certificates (for rebating indirect taxes) 
and the latter include measures to induce production in 
Mexico of goods that are now imported. Potential U.S. 
exporters often find their products cannot be imported into 
Mexico because similar products are produced domestically. 
This is likely to continue and increase as a wider variety 

of goods is produced within the country's borders. 


Mexico's development policy has hinged on importing 
more goods and services than its exports, thus being a net 
capital importer. Its ability to continue this policy 
depends on its ability to finance that part of its foreign 
exchange costs that it cannot meet through exports. Exporters 
to Mexico, particularly of capital goods, may need to arrange 
for medium or long-term financing. 


Mexico's import substitution programs have induced many 
U.S. companies to invest in Mexican production facilities in 
order to maintain their markets here. Mexico welcomes foreign 
investment in many economic sectors as an important stimulant 
of growth, but as a general rule requires 51% Mexican owner- 
ship for new investments. By and large, foreign investment 
has fared well in Mexico and no change in government policies 
is foreseen. 


The entire U.S. Embassy and in particular the Economic 
and Commercial sections provide a wide range of services to 
the business community and can elaborate on this report for 
interested businessmen. The U.S. Trade Center in downtown 
Mexico City provides an effective and economical means for 
a U.S. company to display its products in Mexico. 
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